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ECONOMICS OF AGING: TOWARD A FULL SHARE IN
ABUNDANCE

(HEALTH ASPECTS)

THURSDAY, JULY 17, 1969
U.S. SENATE,

SuBcoMMITTEE ON HeALTH OF THE ELDERLY
or THE SpECIAL COMMTITEE ON AGING,
Washingion, D.C.
The subcommittee met at 10:10 a.m., pursuant to call, in room G308
(auditorium), New Senate Office Building, Senator Edmund S.
Muskie presiding. - e
Present: Senators Muskie, Kennedy, Prouty, and. Saxbe. :
Also present: William E. Oriol, staff director; John Guy Miller,
minority staff director; Patricia G- Slinkard, chief clerk; and Mar-
garet L. Brady, assistant clerk. :

OPENING STATEMENT BY SENATOR EDMUND S. MUSKIE, CHAIR-
MAN, SUBCOMMITTEE ON HEALTH OF THE ELDERLY

Senator Muskir. The subcommittee will be in order.

This subcommittee meets today at a time of deep and troubled
questioning about the future of health care in the United States.
Much of that questioning is related to recent allegations about profit-
eering under medicare and medicaid.

On the one hand, we are told that cheating endangers those two
far-reaching programs. On the other, we are told by representatives
of organized medicine that the real problem lies in Government fum-
bling and lack of clear national objectives. Through it all, there is
the undeniable fact that medical costs are rising at a rate which must
be recognized as inflationary and dangerous.

At a time when such alarms are sounded, it is only natural for
experts and laymen to argue over individual issues rather than to un-
ravel the tangle of inadequacies, anachronisms, good starts and false
starts, and new demands for service that exist in our medical system,
or nonsystem, today.

Recently, for example, the Nixon administration offered its own
report on the health care crisis and said, in effect, that the best way
to cope with everything is to tighten up Federal administrative pro-
cedures in medicare and medicaid, and to importune physicians and
hospital directors to become far more cost-conscious than t{;ey now are,

Worthy as these sentiments are, to my mind, the fundamental causes
of today’s problems are the following:

(487)
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CAUSES OF THE PROBLEM

Narrow or clogged channels of supply for professional, technical,
and custodial personnel needed in all branches of medicine.

Inadequate or irrational modes of delivering health care to those
most in need. _ o A ‘

A clear need to redefine some goals of medicare, especially under the
part B medical insurance program,

There is also a need to correct fundamental deficiencies and contra-
dictions in medicaid, or to replace it with a more general protection
program against personal health care expenditure crises.

Finally, we need standards which will tell us clearly what a dollar
can be expected to buy in today’s health care market.

Each one of the 1ssues I have listed has special relevance to the
elderly and to the subject of this hearing, which is “Health Aspects
of the Economics of Aging.”

As the title suggests, the subcommittee is concerned primarily about
the financial impact of health expenditures upon the elderly, and the
relationship of that impact to the overall economic security of older
Americans. ' 4 T

Our working premise is that the medical costs they must finance
are a drain upon the limited resources of the elderly,and that inflation
is rapidly making that drain intolerable.

Until that drain is plugged there can be no satisfactory national
income maintenance prol%ram for today’s generations of aged Ameri-
cans and for all those 1n the generations ahead.

Fortunately, we are not starting from scratch. Three years of
medicare have already created a climate for experimentation and new
standards of health care. It may well be that, if we perfect medicare
for the elderly, we can see clearly the most direct road for assuring
better health care for Americans of all ages.

In exploring such premises and possibilities, the subcommittee will
continue a study begun earlier this year by the full committee on the
subject of “Economics of Aging: Toward a Full Share in Abundance.”
I am pleased that the committee chairman, Senator Harrison Williams
of New Jersey, asked me to conduct this specialized hearing on the
health aspects of that problem.

Without objection I will also include in the record at this point a
statement of the chairman of the full committee, Senator Williams,
on the subject before us today. -

(The statement follows:)

PREPARED STATEMENT OF SENATOR HARRISON A. WILLIAMS, JR.

Mr. Chairman, I will take only a few moments to discuss the relationship
of this hearing to the overall Committee on Aging study of the “Economics of
Aging : Toward a Full Share in Abundance.”

It was my responsibility, as Chairman of the Committee, to conduct survey
hearings on that subject in April, following publication of a Task Force Working
Paper which outlined major problems related to the economic security of 20
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million Americans now aged 65 or over, and the many millions more who will
reach retirement age in the next few decades. I

As the Task Force report made cleaf—and as our initial hearing confirmed—
any study of the economics of aging would be incomplete without intensive at-
tention to the special problem of rising health costs.

Pleasant as it would be to assume that Medicare pays all bills for the elderly,
such is certainly not the case. .

Your witnesses today will, I am sure, show that the health care cost burden
still falls unevenly and often disastrously upon elderly individuals and families.

Your witnesses today will also discuss the deficiencies in the delivery of health
services for the elderly, and they will show how the elderly, in particular, suffer
because the services they need are non-existent or geographically or financially
out of reach.

Last October, for example, the Committee on Aging received testimony about
the gpecial problems of the elderly in the central areas of Los Angeles. We were
told about the severe shortages of physicians in areas of greatest need, about
crowded clinics to which the elderly flock when they cannot see a private doctor,
and about the weariness that overcomes many aged people when they must spend
hours waiting for even routine health care. What does it benefit a person to be
eligible for Medicare or Medicaid if he has no access, or discouragingly limited
access, to the care he needs? .

The sad truth is that low-income elderly—those most in need of good health
care—stand less chance of receiving it and thus their health problems intensify.
They exhaust Medicare benefits and then quite often find that Medicaid fails to
“mesh” with Medicare as well as it should. :

And for the elderly who have more adequate income, a different set of problems
may arise. Their savings or their retirement pension may make them too “rich”
for Medicaid and too proud for welfare. If a husband or a wife happens to fall
victim to an illness that does not require hospitalization, Medicare is likely to
be of little help to them. Financial disaster can overtake them suddenly, or—
in the case of worsening ailments which require more and more prescription drugs
and special eare—very gradually.

I join with you, Senator Muskie, in thanking the members of the Advisory
Committee which today submitted a report in conjunction with this hearing.
It seems to me that they have given a solid foundation for this hearing, and they
h;lve ;nade a major contribution to the overall Committee study of the economics
of aging.

My thanks also go to you, Senator Muskie, for acting so promptly to call this
hearing. You will, I am sure, provide the full Committee with valuable testimony
and insights.

The same was true of the hearing conducted by Senator Frank Church on
“Consumer Aspects of the Economics of Aging” last month in Ann Arbor, Michi-
gan. The record there is rich in helpful information. Still another special-purpose
hearing will be cdonducted on July 31 and August 1 by Senator Frank Moss on
the subject of “Homeownership and Housing Aspects of the Economics of Aging”.
There is some chance that one or more additional hearings on individual subjects
glilll be conducted by subcommittees before final full Committee hearings later

is year. . .

When all the testimony is in, the Committee will be in an excellent position
to make far-reaching recommendations on income maintenance for present and
future generations of older Americans. And now I am looking forward to today’s
hearing with great interest . ’

Senator Musk1e. I am pleased that the subcommittee and witnesses
have the benefit of an informative and challenging report,* issued by
an advisory committee for this hearing. That report, of course, is not
a final statement of conclusions by the subcommittee or the committee,
but it is an excellent source book of information and highly informed
commentary. I would like to personally compliment the advisory com-
mittee for their inestimable assistance in helping this subcommittee.

*See Appendix 3, p. 690, for text of report.
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STATEMENTS OF AGNES W. BREWSTER, CONSULTANT ON MEDICAL
ECONOMICS; S. J. AXELROD, M.D., DIRECTOR, BUREAU OF PUBLIC
HEALTH ECONOMICS, SCHOOL OF PUBLIC HEALTH, UNIVERSITY
OF MICHIGAN; MELVIN A. GLASSER, DIRECTOR, SOCIAL SECU-
RITY DEPARTMENT, UAW; AND BERT SEIDMAN, DIRECTOR,
DEPARTMENT OF SOCIAL SECURITY, AFI~-CIO '

Senator Muskie. May I present Mrs. Agnes W. Brewster, consultant
on imedical economics; Dr.-S. J. Axelrod, Director of the Bureau of
Public Health Economics, School of Public Health Economics, Uni-
versity of Michigan; Mr. Melvin A. Glasser, director of the Social
Security Department, UAW ; and Mr. Bert Seidman, Social Director
of the Department of Social Security, AFL-CIO. C

These members of the advisory committee are here to my right and
I invite them now to make their comments. '

. STATEMENT OF MRS. BREWSTER

Mrs.: Brewster. Thank you, Senator Muskie. It is a pleasure -to
again be with this subcommittee because the sort of work they are
doing is so close to my own interests. . :

One can hardly pick up a newspaper or magazine these days.or
listen to a newscast, or even a Jackie Gleason skit, without hearing
something about the high costs of medical and hospital care, Last
week wound up with the President expressing his concerns and this
week the AMA has been in the spotlight on this score. '

One of the satisfactions of serving on the Advisory Committee on
Health Aspects of the Economics of Aging is its focus on the consumer
and his problems. The particular consumer that is the constituent of
the U.S. Senate Special Committee -on Aging has passed his 65th
birthday; however, this consumer’s problems spill over and affect
e;eryone whether or not they have reached the so-called golden age
of 65. : :

The advisory committee has been rightly concerned that medicare
and medicaid have held out promises of resolving the health economic

roblems of the aged that their implementation 1s unfortunately mak-
ing somewhat illusory. Thus “all that glitters is not gold” to many a
senior citizen and it is beginning to appear that there is no pot of
gold at the end of the rainbow.

As the report issued today reveals, the committee has been following
the guidelines set out by the task force of this special committee
viewing the aged’s problem of financing their medical care in.the
context of their limited income.

The advisory committee believes in the social amenity that says
“ladies first” so it is my assignment to summarize the report we have
prepared for the use of the Special Committee on Aging.
~ We have given a few cogent facts about how much more health care
costs the old and why this is so—their chronic conditions, their special
needs and their frail bodies that make going to the doctor difficult. We
included the facts about the new coverage sold by private insurance
companies and Blue Cross and Blue Shield that supplements medicare.
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The first part of the report also highlights our dual system of caring
for the aged. One is reminded of a circus rider astride two horses in
contemplating the lack of a unified approach to finding the cure
when you look at medicare and medicaid in tandem trying to get
around the circus ring. )

Inflation has always been a problem for those on fixed incomes, but
no one anticipated the skyrocketing that has occurred in the significant
portion of the expenses of the el(ﬁarly that go for medical goods and
services that has occurred. Part 2 of the report goes into the impact of
inflation and particularly stresses the paramount importance of ex-
ercising control—expensive resources must be properly used.

It seems to the advisory committee that the total situation of the
aged-—securitywise, healthwise and disabilitywise—makes organized
delivery and linking of services, if anything, more important for the
aged than for any other age group. One stop service, and by this we
mean group practice, means a great deal when mobility is limited.
And the implications for quality improvement and cost control have
not escaped our attention. Group practice has special values for the
aged and for those who care for them.

Apvisory CoMmrrtee FINDINGS

Finally, we sum up our findings and make some recommendations.
May I give these to you since they are at the heart of this matter of
the health aspects of the economics of aging. These are the advisory
committee’s conclusions. , . o

As a vital prerequisite for establishment of a national health in-
surance program, and while there exists a dual system of financing,
public and private efforts should immediately be made to deal with
demonstrated deficiencies in medicare because:

1. Health-care problems of the elderly are still widespread, and
they remain urgent. -

9. Three years of experience under medicare have provided in-
valuable lessons in the operation of a major public health insurance’
program. The time has come to-heed those lessons.

3. Current investigations into profiteering under medicaid and medi-
care have helped focus attention upon the need for cost controls and
establishment of uniform standards of care. Such reforms can have
a beneficial effect upon the entire health industry and can combat
medical cost inflation. 5

4. Success in improving medicare will lead to more general accept-
ance of steps necessary to provide higher quality health care to our
entire population.

5. The lack of adequate consumer representation in medicare and
its absence from State advisory committees for medicaid is deplorable.

It is not the function of this advisory committee to offer a detailed
program for action, but it can offer some general recommendations:
~ The committee believes part B of title 18 should be recast, to bring
it under the social security payroll tax and do away with premium pay-
ments by the aged. This rearrangement would then make possible
. several simplifications of benefit administration, including :

(1) Permitting capitation payments to group practice plans pro-
viding hospital and physician services. ’
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(2) Fostering use of home health services without reference to
coinsurance. . S e X R -

The committee also believes medicare benefits should be extended:

(1) To include other services and supplies not now covered, of the
chronic diseases that commonly affect the aged. Eventually all pre-
scribed drugs should be included.

(2) The deductible and coinsurance features of both parts A and B
should be eliminated.

(3) The 3-pint deductible for blood and the 3-days-in-the-hospital
requirements for admission to an extended-care facility and the life-
time limitation on the mental hospital benefit should be eliminated.

(4) To include preventive and diagnostic services more fully, and eye
and foot care.

No matter how much money we pump into medicaid, a mechanism
that simply pays bills is not the answer to a problem that calls for
improving the delivery system.

Nursing homes must be brought into the mainstream of medical care
by truly being adjuncts of nonprofit hospitals. Standards for nursing
home care must be constantly raised, not lowered.

Noting the absence of informed and disinterested assistance to the
aged in relation to their social and financial problems we see additional
reasons why the team approach to delivering medical care is essential
for this age group. For example, the elderly need a place to turn for
information on supplementary insurance they should buy. _

Another kind of social service would recognize problems connected
with discharge from hospital. As a condition of participation in medi-
care, every hospital should have a discharge planning committee.

Tagine “AssiGNMENT” BY PHYSICIANS

The committee also considers that medicare has established itself in
the daily lives of millions of Americans; physicians should no longer
be permitted to refuse to recognize it by not taking assignment of
benefits. ‘

The committee believes that physicians’ fees cannot remain subject to
the whims of individual providers of service, if medicare and medicaid
are to be fiscally predictable and gross abuses are to be stopped. The
same is true of hospital costs.

The committee believes that standards for physicians’ qualifications
should be promulgated by medicare to require that qualified surgeons
alone be allowed to perform operations. ‘ g

The committee hopes to see greater emphasis on prior budgeting and
controls of costs for hospitals, extended-care facilities, home health
a}glgencies, and on more meaningful utilization review than is often
the case. .

There should be more consumer participation in the decisionmaking
processes under medicare and medicaid.

© Concery Wit Prysicians Fezs

A few other comments may be in order. Our report shows a con-
cern with physicians’ fees that seems to be widely shared. The rationale
for paying physicians their usual feés for services to the aged is easily
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justified ; in the past many physicians have accepted lower fees from
retired people or given free care because of their limited income. Now
a new resource—the contributions of all workers to social security
through payroll taxes—has come along to supplant the individual
charity work of the country’s doctors. But—if we assume that few if
any physicians were experiencing really hard times prior to medicare—
you cannot help wondering why—with proportionately more full-pay
patients adding to their incomes from private practice—doctors also
needed to raise fees above their previous levels. A few doctors have
been frank enough to reveal an attitude that they felt they must get
“theirs” before the Government clamped down. Others have gone
along with hiking their fees just to keep peace with their greedier
colleagues. Few have failed to raise their fees far more than the Con-
sumer Price Index for all goods and services.

And, as the report makes clear—the CPI measures only price in-
creases. When a price increase is coupled with an increase in volume,
the effect on income is compounded. A 21-percent rise in charges plus
a 10-percent increase in patient visits means the doctor’s income is up
38 percent. Similarly, if hospitals can raise the occupancy rates of
full-pay patients, income will rise.

In our report there are excerpts from the Health Insurance Benefits
Advisory Council (HIBAC) Annual Report about the impact of
medicare on costs. Read closely, these paragraphs sound like a valiant
effort to carry water on neither shoulder—~HIBAC points out medicare
is not the only purchaser in the marketplace-—so medicare is not re-
sponsible for higher hospital and medical costs.

A few paragraphs later the HIBAC report fully acknowledges the
sudden price rise that has occurred since medicare started. ’

My own view is that, when one is the biggest customer, one’s posture
does affect price. There is no question that medicare and medicaid and
civilian health and medical program of the uniformed services—all
Government programs—constitute close to 50 percent of the income
of many institutions. They have influenced the price and undoubtedly
will continue to do.so unless both providers and consumers begin to
exercise a sense of responsibility. ‘

Senator Muskrr. Thank you very much, Mrs. Brevster.

I think it might be helpful now to ask Mr. Seidman to make his
statement.

STATEMENT OF MR. SEIDMAN

Mcr. Serpmax. Thank you, Mr. Chairman.

This subcommittee is to be highly commended for directing the Na-
tion’s attention to the serious problems the elderly still face in seeking
to obtain adequate health care. There seems to be a widespread im-
pression that the enactment of medicare in 1965 automatically assured
every elderly person in the United States that he could obtain compre-
hensive quality care to meet all of his health needs. Unfortunately,
that impression is erroneous. Medicare has been a great boon to the
aging but it has by no means eliminated all of the deficiencies and
inadequacies in the health care of the elderly which preceded the es-
tablishment of medicare.

So that I will not be misunderstood, I want to make one thing clear.
While it will be my purpose in this brief statement to emphasize some
of the most glaring gaps in medicare, I recognize that, despite its in-
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adequacies, medicare has contributed very significantly toward meet-
ing the health care needs of the elderly. Indeed, medicare has made it
possible for millions to obtain necessary health care that they could
not have obtained otherwise. :

If organized labor criticizes some of the shortcomings of medi-
care today, it is not because we do not appreciate the contribution it
has made. We criticize medicare in order to improve it so that it will
fulfill its original purpose of assuring merical care of high quality to
all elderly Americans. Moreover, if we make medicare the success it
can be in meeting the health needs of the elderly, we will also be de-
monstrating that through a universal system of comprehensive na-
tional health insurance we can assure high quality health care to all
theé American people. : o o

One of the most serious defects in medicare is the wide gap between
what the elderly can afford to pay out of their own pockets and
what medicare pays for their health care. The average single retired
worker on social security today receives less than $100.a month and
a couple approximately $150. Their financial problem would be seri-
ous enough if medicare met all of their health care costs, but it does
not. The fact is that medicare pays for less than one-half of the health
care costs of the elderly. For the great majority of the elderly who
‘live on very low incomes this represents a crushing financial burden.
For many it also means an inability to finance urgent medical care
needs which results in avoidable discomfort, pain and, yes, even death.

Heavta Costs Nor CoviRED BY MEDICARE

Let me briefly list the major items of health care the elderly must still
pay for out of their meager financial resources: :

1. The part B (physicians’ services) premium of $4 a month; for
an aged couple thisis $96 a year. . '

2, The deductibles. Medicare does not pay for any part-B services
until the patient has met $50 of the cost out of his own pocket. For hos-
pitalization he must pay the first $44 of any bill and there are deduct-
1bles also for other types of services. ' ‘

3. Coinsurance. This is 20 percent for all physicians’ services and
varying amounts, depending on length of stay, for hospitalization or
nursing home care.

4. In part B, refusal of a doctor to accept assignment; that is, the
“reasonable charge” determined by the insurance company or other
private organization acting on behalf of Social Security, requires
the elderly to pay more, often considerably more, than the $50 deduct-
ible plus the 20-percent coinsurance.

5. Medicare does not cover many items of health care. Among them
are prescription drugs, most dental, foot and eye care, eyeglasses and
hearing aids, and most types of medical appliances. In addition, there
are limitations on the length of stay in a hospital or nursing home
and the number of home health visits which are paid for.

These are the principal limitations which require the elderly even
under medicare to meet more than half of their health care costs. I
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have already mentioned the extremely limited incomes of the elderly
which can hardly be stretched to meet the heavy financial burden of
their medical costs. As our advisory committee report brings out, the
health care costs of the elderly are approximately 23/ times as much as
for younger age groups. Thus, even if medicare paid for half of the
health care costs of the elderly, they would still be paying out of their
own pockets 8714 percent more on the average than those still working.
Y]’gt their incomes on the average are only a%)out half those of the non-
elderly.

Megicare was enacted because it was recognized that the elderly
could not meet unduly large health care costs out of their limited in-
comes after retirement. But medicare is doing only half the job of
relieving the elderly of the crushing financial burden of meeting their
medical care needs. It is time to make it financially possible for all the
elderly to receive quality health care.

Prorosars To CHANGE MEDICARE

To that end the following changes should be made in the existing
medicare system : _

1. Parts A and B should be combined as a single social insurance sys-
tem financing the health care of the elderly. Part A of medicare con-
forms to recognized social insurance principles in that contributions
are made while the individual is still in the labor force toward his
hospitalization needs after retirement. But part B requires the retired
person to pay, after he is no longer working, for more than 50 percent
of the medical services not covered by part A, principally physicians’
services. By combining parts A and B, we would provide for the en-
tire financing of medical care before retirement, thus removing the
onerous financial burden of payment of the monthly premium after
retirement. :

2.-To remove financial deterrents to needed health care, the coinsur-
ance and deductible features of medicare should be eliminated. More-
over, doctors should be required to accept assignment if they wish to
participate in medicare, :

3. Medicare should be extended to cover the cost of prescription
drugs—and here I would go even further than our report does; I think
this should go further and cover all prescription drugs—dental care,
eyeglasses and other items whose costs the elderly must now meet out
of their limited incomes. o ’ - L

4. Since the changes I have suggested would involve additional costs
which cannot be and should not be met by raising already high rates
of worker and employer social security contributions, half of the total
cost of medicare should be met'out of general revenue. =~~~

Adoption of these recommendations will not eliminate all the ills
of medicare since, as my colleagues will describe, some defects can
only be removed by changes in the organization and delivery of medi-
cal care and establishment of quality and efficiency incentives and cost
controls as recommended in our advisory committee report. However,
the changes in financing of medicare I have suggested will assure that
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the elderly will no longer be denied urgently needed health care be-
cause of lack of individual financial resources. In this way, we will
help to assure that health care is the right of all elderly Americans.
Thank you, Mr. Chairman.
Senator Muskie. Thank you very much, Mr. Seidman, for your
excellent statement.
Mr. Glasser isthe next member of the committee.
I thought we might hear from each of the members of the advisory
committee, Senator Prouty, before we start with the questions.

Mr. Glasser.
STATEMENT OF MR. GLASSER

Mr. Grasser. Mr. Chairman, Senator Prouty.

There has been a great deal of criticism, much of it valid, of the
operations of the medicaid program. The advisory committee feels it
is of the highest importance that there be recognition that the medi-
caid program was created to fill a major unmet need of the American
people. There is abundant evidence that lack of effective health care
is a major cause of poverty in the United States, and a major factor
in the substantially poorer health experienced by low-income groups
as contrasted with those in the middle and upper income groups.

Medicaid is, however, achieving only a small part of 1ts promise
and its potential. In 1966 an HEW official stated, and I quote, “When
adopted by all States, the new medical assistance program can provide
comprehensive high quality medical care for as many as 35 million
medically needy people.” Three and one-half years later, as of July 1,
1969, only 10.8 million persons are estimated by the States which
have these programs to be eligible for services. In other words, less
than one-third of the people deemed requiring the program are now
eligible to receive bénefits. In both range of services and categories
of persons served, there is the widest variation.

The basic problem derives from the fact that medicaid is neither
a health care nor a medical care program, it is a payments program
for g limited number of medical services.

While the medicaid program is designed to take care of the medi-
cally indigent re,%ardless of age, its major services and expenditures
still go for the elderly. This in itself is an indirect commentary on
the shortcomings of medicare. Forty-one percent of the people eligible
for medicaid are at least 65 or older and 45 cents of each medicaid
dollar is spent on the aged.

Care ror INDIGENT DETERIORATING

Primarily because of the cost situation, medical care available to
the medically indigent is becoming progressively poorer instead of
better. Most cost savings are being made at the expense of the needy
through cutting benefits and eliminating classes of eligibility or
through requiring sharing of payments. These widely practiced ap-
proaches of the States overlook the main source of escalation, which
1s the cost of providing the services. Two factors are at work: (1
the charges of nursing homes, hospitals and physicians; and (2
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an alarming increase in utilization, much of it questionable justi-
fication.

_ There seems to be little doubt that a not insignificant number of phy-
sicians are taking grossly unfair advantage of the program, and we
have had many illustrations. Let me cite from the July 11, 1969, issue
of the Detroit News. One Michigan physician received $169,000 in
one year in medicaid payments alone. By his own statement this repre-
sented about one-half of his work. By a rough calculation this physi-
cian apparently devoted an average of 160 seconds to each of his medi-
caid patients as he delivered the high quality of medical care which
is the objective of this program. 160 seconds.

Cost savings measures such as those adopted by New York State
through a coinsurance program and by other States through barring
the medically indigent who are not receiving public welfare grants
have the self-defeating purpose not only of denying needed care but
of driving large numbers of persons and families into indigency as
they struggle to meet unavoidable health care bills.

The advisory committee believes that means test medicine implicit
in medicaid and widely varying standards among the States are not
conducive to meeting the unmet health needs of the recipients of
these public programs. The team approach of physicians and ancil-
lary personnel working together to provide comprehensive health
services has been urged by numerous major groups which have studied
the problem. This approach is of particular importance to the elderly
who require social and environmental services in even larger degree
than other sectors of the population. Such care in the juggment; of
the committee can and should be arranged for under present medicaid
programs, More effective controls should be instituted on charges of
hospitals, nursing homes and physicians. Vigorous efforts can and
should be undertaken for more effective utilization review not only
in hospitals and nursing homes but in physicians’ offices. Huge savings
could be effected through a courageous attack on this problem.

The advisory committee believes each of these recommendations
will help improve the medicaid program. At the same time it rec-
ognizes that the changes suggested represent palliative treatment of
symptoms that the medicaid program should be phased out, and that
the basic answer will have to come through a universal health in-
surance system which will make possible the reorganization of the
methods of delivering health services and elimination of a separate,
demeaning, inferior system of fragmented health services for those
of the poor who fit into the constantly changing categories of State
programs. '

A final word about nursing homes. This subject requires special
attention because the public share of payments is going up and last
year 31 percent of all medicaid expenditures in this country were
nursing home payments. The costs are going up at an alarming rate.
The national average under medicare was $500 a month last year,
medicaid in Michigan was in excess of $400 a month for nursing homes
last year and the benefits are of inferor quality.
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Because of the shortage of beds a number of adverse conditions
have resulted. Public programs have been required to adopt lower
standards. Private programs like those negotiated by trade unions
have had to lower standards to match public programs. The largest
group, the elderly, whose care is primarily custodial, have gotten in-
creasingly inferior care at higher costs and we have not had the savings
in hospital days that we expected from these programs.

Major questions of public policy arise when in the neighborhood
of two-thirds of the nursing home beds in this country are privately
owned and operated for profit. Important ethical questions dre raised
when large numbers of nursing homes are owned and operated by
physicians. “The typical investment group establishing a nursing
home in metropolitan areas,” said Business Week last year, “is made
up of nine or 10 doctors.”

The advisory committee believes that there needs to be examination
of this whole question of continuing substantial private ownership
of nursing homes and there needs to be consideration of the public
sector developing increasing numbers of nursing home beds on a
nonprofit, basis related to the mainstream of medical care, part of the
health care system, in a way which would bring the maximum benefits
to the maximum number of elderly persons.

Thank you, Senator.

Senator Muskie. Thank you very much, Mr. Glasser.

Before asking the fourth member of the advisory committee to
testify, may I emphasize again to those in the audience who are in-
terested that these four ladies and gentlemen are members of the ad-
visory committee organized to prepare this subcommittee for these
hearings. We thought it would be useful before we began public
hearings to ask a panel of experts, knowledgeable people, to analyze
the problem of health care for the aged today and to suggest remedial
measures in our programs. So, what you are hearing this morning
from these four distinguished Americans is a summary of the findings
that are contained in a printed document which was prepared for
this subcommittee. '

T would like again, on the basis of statements we have already heard
this morning, to compliment the advisory committee on the excellence
of its work. ) :

Dr. Axelrod. ' co

: STATEMENT OF DR. AXELROD

 Dr. Axerrop. Mr. Chairman, it is my task to put into perspective the
health care problems of the aged in terms of our current delivery sys-
tem of medical care. e 4 : ’

Let me say first of all there is-for all of us a set of problems that we
face in the receipt of medical care in which the aged represent an ac-
centuated problem. Let me list these briefly.

First of all, there is a heavy economic gurden. I would like to point
out that the high and rising costs of medical care are anineyitable
accompaniment of our increased technology. We can do very much more
for people in terms of preventing premature death and controlling
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disability and we must be prepared to pay those costs. Having said
that let me add very quickly that simply putting more money into our
medical care system as it 1s currently constituted does not guarantee
increased effectiveness nor increased productivity.

A second major problem has to do with shortages—important short-
ages of all kinds of manpower, health manpower. These shortages are
being accentuated again by the increased technological base in the
delivery of medical care. It takes more kinds of people with more
skills to deliver modern medical care and we are very far from having
an adequate supply of physicians and all kinds of health workers.
Specialization will continue in an inexorable fashion. The day of the
general practitioner who could handle most of the problems of most
people is long gone, T am afraid. There are important shortages in
facilities for caring for all kinds of people, particularly persons who
have need for long-term care.

A third major feature of our modern delivery system is that there
are important variations in the quality of care. While the quality of
medical care in the United States is generally satisfactory, all of us
recognize there are some important deficiencies and we are just
beginnilng to bring some of these to light, particularly outside the
hospital. '

I%)ourth, we need to recognize that our system is a nonsystem as the
chairman has indicated. Health services are not continuously available
to people. It is difficult to get a physician to give care at nights and on
weekends. In increasing fashion the emergency rooms of hospitals are
being used in place of the family physician and there is some question
about the adequacy of the staffing of the emergency rooms in our larger
hospitals.

Hpealth services are not available to people in the ghetto. There has
been a migration of physicians out of the ghetto. Health services are
not readily available-to people in rural areas where there are great
shortages as has been indicated so many times. )

In addition we know there is inappropriate use of personnel and
facilities. Highly trained manpower in short supply is being inappro-
priately used, hospitals with their high costs are being inappropriately
used.” Along with shortages we have the uncomfortable concomitant
of duplication. :

AccountasiLity- Nor Bumwr-In

Finally, I would say that our American medical care system is char-
acterized by the fact that there is no identifiable point of public ac-
_countability..To whom can the older patient or indeed any patient go
.and say, “I don’t like what’s going on; who is going to do something
about 1t.¢” . .

Now having given this general statement about health care prob-
lems for all of us, how do health care problems for the aged stack up?
There are very special problems indeed as has been well pointed out,
but these problems are such that they accentuate the deficiencies of
our delivery system. _

There is much more long-term illness among elderly people. Long-
term illness means an even greater economic burden, it means even

32-346—70—pt. 3——2
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more than need for bringing together different kinds of health per-
sonnel and for using different kinds of facilities. In a system that is
unplanned and uncoordinated you can see how these basic needs of the
aged are not adequately met.

There are fewer long-term beds than we need and it is clear that
older people require long-term care in addition to the short-term hos-
pitalization needs which are greater among them than the general pop-
ulation. Other members of the advisory committee have already com-
mented on the need for improvement in nursing homes. Long-term
care means that there are multiple health problems, and typically this
means multiple fragmented care without any plan for providing care
for the elderly person. There is an uneven distribution nationally of
physicians and other health workers and particularly of long-term
care facilities with the rural States and the rural areas of our country
being at a particular disadvantage. . :

Alternatives to hospital care, the most expensive care for the aged,
and for all groups in the population needs to be substituted for by
less costly alternatives. Yet we do not have sufficient home health
services, we do not have sufficient organized outpatient departments,
we do not have combinations of physicians and health workers who
can provide care outside of the hospital. In short, we are not going to
be agle to solve the accentuated and particular health care problems of
the aged until we can do something about the better organization of
the delivery system for all Americans.

Thank you. .

Senator Muskre. Senator Prouty, you came in after we opened the
hearings. I wonder if you have an opening statement you would like to
make.

Senator Proury. No, Mr. Chairman, I have not. I might say that I
received this report just yesterday afternoon and I have not had a
chance to go through it thoroughly. I do wish to congratulate the
members of the panel for pulling together so many facts concernin
the economic implications of providing health care for older age
Americans. I am sure this report will be of immense help to the
committee.

Senator Musgie. I ought to identify the fifth member of this dis-
tinguished group here, Miss Dorothy McCamman, a consultant to the
committee, who Ea,s been working with the advisory committee.

I think that rather than dwell on the advisory committee report
since we have the complete report to work with, it would be more
useful at this point to proceed with the other witnesses on the list.

May I say this, Senator Prouty. I suggested to the advisory com-
mittee that when the Senators are through questioning particular
witnesses you might give them an opportunity to ask any questions
they might like to ask. I think with that background they might be
able to touch upon some points that could escape even senatorial
detection.

Senator Proury. I am sure they could. :

Senator Muskre. We invited Secretary Finch of the HEW to dis-
cuss deﬁartmental policy on several of the major issues that are
before this subcommittee. He has sent Commissioner John B. Martin
of the Administration on Aging to speak for the Department and



501

to testify. The Commissioner has brought with him several of his
people. L . .

I wonder, Commissioner, if you would come forward and introduce
your own people and present them.

STATEMENTS OF HON. JOHN B. MARTIN, COMMISSIONER, ADMIN-
ISTRATION ON AGING; HON. IDA C. MERRIAM, ASSISTANT COM-
MISSIONER FOR RESEARCH AND STATISTICS, SOCIAL SECURITY
ADMINISTRATION; MARK NOVITCH, M.D., SPECIAL ASSISTANT
FOR PHARMACEUTICAL AFFAIRS, OFFICE OF THE ASSISTANT
SECRETARY FOR HEALTH AND SCIENTIFIC AFFAIRS; FRANCIS
L. LAND, M.D., COMMISSIONER, MEDICAL SERVICES ADMINIS-
TRATION, SOCIAL AND REHABILITATION SERVICE; GILBERT R.
BARNHART, ASSISTANT DIRECTOR OF PLANNING AND EVALU-
ATION, NATIONAL HEALTH SERVICE; AND PHILIP S. LAWRENCE,
M.D., ASSOCIATE DIRECTOR, NATIONAL CENTER FOR HEALTH
STATISTICS, HEALTH SERVICES AND MENTAL HEALTH ADMIN-
ISTRATION

Mr. Martin. I have with me today a team of persons from HEW
to answer some eight questions which were submitted to Secretary
Finch, and each of these people is going to take up one or more of
those questions. I am, with your permission, going to make a short
preliminary statement just in the nature of an overview to set the
background for this other material.

The members of the panel who are with me here today include Dr.
Ida C. Merriam, who is the Assistant Commissioner for Research and
Statistics of the Social Security Administration; Dr. Mark Novitch,
who is the Special Assistant for Pharmaceutical Affairs of the Office
of the Assistant Secretary for Health and Scientific Affairs in HEW;
Dr. Francis L. Land, Commissioner of the Medical Services Adminis-
tration of the HEW ; Dr. Gilbert R. Barnhart, Assistant Director of
Planning and Evaluation of the National Health Service; and Dr.
Philip S. Lawrence, who is the Associate Director for the National
Center for Health Statistics, Health Services and Mental Health Ad-
ministration.

Senator MusgrE. I am going to make a suggestion which often
boomerangs on me, Mr. Martin. I notice each of your witnesses has a
statement, some longer than others. I have no objection to your reading
them in full if you think that would be the best way to present the
material in them. If, on the other hand, you find it useful to put the
statements in the record and summarize them, that would be agreeable
to the committee as well. I sometimes find when I issue that kind of
invitation that the summaries are longer than the written statement.
Taking that risk, please do it in the way that would best suit the
presentation of your material, bearing in mind that we have not had
a chance to read these statements and~we do not want to overlook any
significant points that you have made in them.

Senator Proury. Mr. Chairman, before Mr. Martin proceeds I won-
der if the members of the committee could have permission to address
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questions in writing to any of the witnesses who appear here today and
have the questions and answers to them made a part of the record.

Senator Muskre. Without objection, of course, that is agreeable.

May I also identify the Commissioner as Special Assistant to the
President for the Aging.

Mr. Marrin. Thank you, Senator.

Senator Muskie. We like to note that tie and your two hats.

Mr. MarTIN. I hope in the two capacities T will be able to be a voice
for older people. ‘

Senator Muskre. It is entirely appropriate that the President should
have someone who is an expert on the subject.

Mr. Marrin. Thank you. Following your suggestion, I have a state-
ment but I will to the best of my ability summarize it as I go along. We
will follow the pattern which was set by the advisory committee panel.
Do you want us to proceed with our statement and then go to questions
at the end of that ? '

Senator Muskre. Yes; that would be well, unless any member of the
committee would like to ask a question at some point that would ap-
Eear to be relevant at that point. I think the general pattern would be

etter.
STATEMENT OF MR. MARTIN

Mr. Marrin. Let me say it is a real pleasure for me to be here today
to explore the health aspects of the economics of aging. I followed
with a great deal of interest the proceedings of the earlier hearing and
I think the study, which the committee released at that time, is of great
Importance in projecting the future of our aging in America. The
study which has been released here today should also have a very
marked impact in that regard.

I might say that the Administration on Aging considers this com-
mittee to be of enormousimportance to the problems of the aging in this.
country. At least in my administration we feel that we are acting in
partnership with this committee to delve just as deep as we can into
these problems and to come up with completely unbiased answers.

In order to fully appreciate the health aspects of the economics of
aging I would mention a few of the factors which bear on it.

First of all, the fact that 40 percent of our older population is poor
OF' near poor. : . .

The economic projections of your earlier study indicate that under
existing programs the economic disadvantage of older people to the
rest of the population will get worse rather than better.

“ The education level of our older population is low and this produces
some hesitancy to.seek medical attention. ‘

In this day of vanishing house calls many older people do not get
medical treatment for the simple fact that they do not have adequate
transportation or funds to get available transportation.

About four-fifths of those who are over 65 have one or more chronic
conditions. Of those over 75 only about, one in eight is free from chronic
conditions. The most serious situation in this country in this respect
is found in our rural areas and in the southern part of the United
States where as high as one in three of those 75 and over are un-
‘able to carry on their major activity.



Because of their high incidence of chronic illness the aged are sub-
ject to all kinds of “sure cure” approaches. Unfortunately many of
them are quack approaches. The subject of the hearing in Ann Arbor
dealt with some of the consumer frauds in this field.

In 1965 the Congress set forth in the Older Americans Act a declara-
tion of objectives for older Americans, one of which was: “The best
possible physical and mental health which science can make available
and without regard to economic status.” That is certainly still the ob-
jective of the administration on aging and the administration gener-
ally today.

We have made great progress. In fiscal 1964 the Federal outlay per
person aged 65 or over for health and related services was $47.35. In
fiscal 1970, we estimate that figure will be increased to $442 per person.
In total this-represents an increase of the Fedéral expenditures from
both the trust and general funds from roughly $800 million to roughly
$8.8 billion in a 6-year period. ' .

So there is no question but that much is being done in this field.
We feel sure that the members of the committee as well as members
of the panel recognize that we are working on improvements in the
system. We are working to do far better than we are doing but not
avithout a recognition of the fact that a great deal has already been

one.

The Federal programs that seek to meet these health needs of older
people are numerous and I do not want to go into detail on them.

First and most important, of course, are medicare and medicaid.
The legislation which the Congress has passed with respect to com-
munity mental health centers has been very effective.

The Comprehensive Health Planning and Public Health Service
Amendments have provided an incentive to States to move from frag-
mented services to a system of totally coordinated health services. '

The Veterans’ Administration, of course, provides many services.

- The aging program of the National Institute of Child Health and
Human Development which is concerned with maintenance of positive,
vigorous functional ability and not the simple absence of disease, sup-
ports basic studies on biological and behavioral aspects of aging.

The State vocational rehabilitation agencies are providing health
services to many of the elderly with physical impairments, and im-
proving these constantly. :

The Administration on Aging has approved several demonstration
nutrition programs which provide healthful, hot meals to the elderly.

The Food and Drug Administration is concerned, of course, with
wholesome foods, safe and effective drugs, and safe Jabeling. We are
going to hear today from the representatives of the National Center
for Health Services Research and Development and the National
Center for Health Statistics. .

The Hill-Burton program, of course, has been very important in
providing grants for construction of various health facilities.

The percentage of the health care bill for the older population met
through public programs doubled from about 30 percent m fiscal 1966
to almost 60 percent in fiscal 1967—35 percent from medicare and
25 percent from all other Federal, State, and local programs combined.



904

If hospital costs of older people which in 1967 totaled more than $4
billion are looked at separately, about 92 percent was paid by public
programs. -

Yet, despite the progress, we would all agree with President Nixon’s
statement that “it is an unhappy fact that Americans over 65 get less
adequate medical care than younger Americans, even though they are
sick more often. And illness is still a major economic burden for older
people, as many of you know only too well.”

UniqQue ProprEMS oF THE ELDERLY

Some of the problems which older people experience in purchasing
quality medical care are these: _

The exclusion of out-of-hospital prescription drugs.

The exclusion of long-time nursing home care from medicare creates
problems for some older people.

The scope of medicare is not designed to cover comprehensive
care at present; thus, certain kinds of care—dental and podiatry
services and annual checkups, eyeglasses, hearing aids and so on—
have not been included by the Congress in medicare.

Some older Americans have difficulty in paying the amounts required
under the deductible and coinsurance provisions of medicare and have
few other resources available to help meet these costs.

Medicaid which is designed to complement medicare is State
administered and varies greatly among the States in the scope of
services authorized, who is eligible for them, and in the availability
and accessibility of services to the needy. ,

_ Medical care costs have been rising sharply in recent years. The
Consumer Price Index of the Bureau of Labor Statistics shows per-
centage increases of 7.3 for medical care services, 5.7 for physicians’
fees, and 13.2 for hospital daily service charges in the calendar year
1968. ‘

The administration is also concerned about another set of problems
which plague the older American who needs medical care; the prob-
lems produced by the complex and sometimes confusing system by
which he purchases and consumes his health services.

Complex drugs purchased in combinations that may be not only
ineffective but harmful; brand name drugs sold at widely varying
prices despite identical wholesale costs; patent medicines sold because
of exaggerated claims of relief from pain and the debility of age;
worthless potions and devices designed to exploit the fear of illness
and death; loophole-ridden health 1msurance plans sold to supplement
medicare—these are examples of the medical maze our system has
produced. : .

A related problem is the difficulty of security reimbursement for
expenditures under medicare. Many doctors, rather than take assign-
ment of bills under medicare, shift the burden of applying for reim-
bursement to the elderly patients themselves.- At a recent national
conference on the aging consumer, it was clear from the very vocal
reaction of the older people participating that this is a major item of
frustration. =~ o

Last Thursday, Secretary Finch and Assistant Secretary-Designate
Dr. Roger O. Egeberg submitted a report to the President entitled
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“A Report on the Health of the Nation’s Health Care System” in
which they highlighted the problems associated with rising health
costs and delivery of health care. )

In his statement on July 1, 1969, before the Senate Committee
on Finance, Under Secretary of the Department of Health, Education,
and Welfare John G. Veneman listed a series of steps which the
Department is presently implementing in order to provide stronger
administrative and managerial control over its medical programs. He
specifically singled out the aged and stated :

We are committed to providing quality medical care to the aged and to other
persons who could not otherwise afford it.

1 strongly support these steps, which will be enumerated in greater
detail later this morning and I would like to submit a copy of Under
Secretary Veneman’s testimony and the statement of Secretary Finch
and Dr.  Egeberg since they bear so directly on the subject under
discussion today.* ) : .

Attached to the letter inviting our representatives of HEW to this
hearing was a list of eight questions of concern to the committee. We
have used these issues as the framework for our presentation this
morning. .

(The prepared statement of Mr. Martin follows:)

PREPARED STATEMENT OF JOHN B. MARTIN, COMMISSIONER, ADMINISTRATION ON
AGING, SOCIAL AND REEABILITATION SERVICE, U.S. DEPARTMENT OF HEALTH,
" EDUCATION, AND WELFARE -

Mr. Chairman and members of the subcommittee: It is a great pleasure for
me to appear before this subcommittee today as it explores the Health Aspects
of the Economics of Aging. I followed with great interest the initial hearings
held this April by the full Committee on the “Economics of Aging.” The findings of
these hearings will be of great assistance to us in developing the most effective
programs possible to meet the needs of our older population.

To fully appreciate the health aspects of the economics of aging we must keep
in mind such factory as the following: o .

409, of our older population is poor or near poor. - : .

Economic projections indicate that under existing-programs the economiec
disadvantages of older people to the rest of the population will get worse rather
than better. oo : .

The educational level of today’s older population is lower than that of the
rest of the population, and they therefore are less aware of the help that is
available and more hesitant to seek medical attention.

In this day of the vanishing house call, many older people may not get necessary
medical treatment because of a lack of transportation or funds to use available
transportation. .

Older persons have the highest frequency and intensity of illness in our
population. Almost four-fifths of those aged 65 have one or more chronic condi-
tions. These range from those which do not limit activity at all, to those which
make it impossible to carry on major activity.

For those who have reached and passed their 75th birthday only 1 in 7 of the
men and 1 in 9 of the women who are noninstitutionalized report no chronic con-
ditions whatsoever. Geographically, the more serious situation is found in the
nonmetropolitan areas and in the southern part of the United States where as
high as 1 in 3'of those 75 and over are unable to carry on their major activities
as compared with 1in 5 in the rest of the country.

Because of their high incidence of chronic illness, it is primarily among the
aged that ‘the quack tries to find customers for his “sure cure.” The modern
“medicine man” realizes that e]derly people with their high degree of chronic
disabilities cah be persuaded to try many remedies since they desperately seek
relief from pain or the cure of some ailment. .

*See p. 647.
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Institutional care represents a major cost factor in health care of the elderly.
The per capita rate of use of proprietary nursing homes is highest for persons
aged 85 or older, the most rapidly increasing age group in the Nation. About %
of all patients in prolonged care in mental hospitals in the United States are 65
and over.

In 1965 the Congress set forth in the Older Americans Act as one of its Dec-
laration of Objectives for Older Americans: ‘“The best possible physical and
mental health which science can make available and without regard to economic
status.” Progress has been made. In fiscal year 1964, the Federal outlay per
person aged 65 or over for health and related services was $47.35. In fiscal year
1970, this figure is expected to increase to $442. In total, this represents an in-
crease of Federal expenditures from both trust funds and general funds from
$838,600,000 in fiscal year 1964 to an estimated $8,840,100 ,000 in fiscal year 1970.

Seventy-three percent of this Federal e*{pendlture will be met from trust
funds; the remainder from general funds.

Federal programs seek to meet: the health needs of older people in a wide
variety of ways. For instance:

Medicare and the Medical Assistance programs have removed major ﬁnanc1a1
barriers to health services.

The Community Mental Health Center Act of 1966 has made possible the con-
struction of many comprehensive community mental health centers.

The Comprehensive Health Planning and Public Health Service Amendments
of 1966 and the Partnership for Health Amendments of 1967 provide Federal
assistance as an incentive to States to move from fragmented services to a system
of totally coordinated health service.

The Veterans Administration provides medical, rehabilitative and hospital care
to the agmg veteran.

The aging program of the National Institute of Child Health and Human
Development which is concerned with maintenance of positive vigorous func-
tional ability and not the simple absence of disease supports basie studies on
biological and behavioral aspects of aging.

State vocational rehabilitation agencies are providing health services to many
of the elderly with physical impairments.

The Administration on Aging has approved several demonstration nutrition
programs which-provide healthful, hot meals to the elderly..:

The activities of the Food and Drug Administration benefit the health of the
elderly by assuring wholesome foods, safe and effective drugs, and safe labelmg
and by educating the elderly to guard against frauds and cheating.

The National Center for Health Services Research amnd Development and
the Reglonal Medical Program are supporting activity which hopefully will lead
to major improvements in the system through which health .services are delivered
to older persons. .

The Hill-Burton program provxdes grants for con.structlon of hospitals,
public health centers, nursing homes :and extended care facilities; for research
and demonstrations in hospltal operation and design ; and for areawide planning
of health facilities.

The percentage of the’ health care bill for the older population met through
pubhc programs doubled from about 309% in fiscal 1966 .to almost 60% in fiscal
1967—359% from Medicare and 259 from all other Federal, State, and local pro-
grams combined. The remainder of the health costs of the elderly were met by
profit and non-profit insurance plans, charity, and of course, out of the private
incomes of the elderly and their families.

If hospital costs for older people which in 1967 totaled more than $4 billion
are looked at separately, about 92% was paid by public programs—about 58%
from Medicare and some 349, from all other public programs combined.

Yet, despite the progress, we would all agree with President Nixon’s observa-
tion during his campaign for the presidency that . .. “it is an unhappy fact that
Americans over 65 get less adequate medical care than younger Americans, even
though they are sick more often. And illness is still a major economic burden
for older people, as many of you know only too well.”

Some of the problems older persons experience in purchasing quality medical
careare:

Some financially hard-pressed older persons are being helped to meet only part
of their medical needs and some are not being helped at all. The exclusion of out-
of-hospital prescription drugs under “medicare” is illustrative, as is the exclusion
of long-term nursing home care.
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The scope of “medicare” is not designed to cover “comprehensive” care at
present; thus, certain kinds of ecare—dental and podiatry services and annual
check-ups, for example—have not been included by the Congress in Medicare.

Some older Americans have difficulty in paying the amounts required under
the coinsurance provisions of medicare and have few other resources available
to help meet these costs.

“Medicaid” which is designed to complement “medicare” is State administered
and varies greatly among the States in the scope of services authorized, who is
eli%ible for them, and in the availability and accessibility of services to the
needy.

Medical care costs have been rising sharply in recent years. The Consumer
Price Index of the Bureau of Labor Statistics shows percentage increases of
7.3 for medical care services, 5.7 for physicians’ fees, and 13.2 for hospital daily
service charges in the calendar year 1968. ’

This Administration is also concerned about another set of problems which
plague the older American who needs medical care; the problems produced by
the complex and sometimes confusing system by which he purchases and con-
sumes his-health services. L, . o o

Complex drugs, purchased in combinations that may be not only ineffective
but harmful ; brand name drugs, sold at widely varying prices despite identical
wholesale cost; patent medicines sold because of exaggerated claims of relief
from pain and the debility of age; worthless potions and devices designed to
exploit the fear of illness and death; loophole-ridden health insurance plans
sold to supplement Medicare—are examples of the medical maze our system has
produced. . .

A related problem is the difficulty of securing reimbursement for expenditures
under Medicare. Many doctors, rather than take assignment of bills under
Medicare, shift the burden of applying for reimbursement to the elderly patients
themselves. At a recent national conference on The Aging Consumer, it was clear
from the very vocal reaction of the older people participating that thisis a major
item of frustration. .

Last Thursday, Secretary Finch and Assistant Secretary-Designate Dr. Roger
0. Egeberg submitted a report to the President entitled, “A Report on the Health
of the Nation’s Health Care System” in which they hightlighted the problems
associated with rising health costs and delivery of health care.

In his statement on July 1, 1969, before the Senate Committee on Finance,
Under Secretary of the Department of Health, Education, and Welfare John G.
Veneman listed a Series of steps which the Department is presently implement-
ing in order to provide stronger administrative and managerial control over its
medical programs. He specifically singled out the aged and stated:

“We are committed to providing quality medical care to the aged and to other

persons who could not otherwise afford it.”
I strongly support these steps, which will be enumerated in greater detail later
this morning and I would like to submit a copy of Under Secretary Venenam’s
testimony and the statement of Secretary Finch and Dr. Egeberg since they bear
so directly on the subject under discussion today.

Attached to the letter inviting our representatives of HEW to this hearing
was a list of eight questions of concern to the Committee. We have used these
igsues as the framework for our presentation this morning.. I have brought with
me some of my colleagues in the Department of Health, Education, and Welfare
whom I would now like to introduce. R

Mr. Marrin. With that, Senator, I would like to introduce the first
witness to testify who is Dr. Ida C. Merriam, Assistant Commissioner
" for Research and Statistics, Social Security Administration, who will
seek to respond to the following questions: Departmental policy on
the desirability of reducing or eliminating the deductibles and co-
insurance in medicare; possible new innovations for medicare bene-
fits, departmental efforts to reduce health care costs of special im-
portance to the elderly and other information directly relevant to
the personal economics of the elderly individuals now facing severe
problems of health needs and rising medical costs.

Mrs. Merriam.
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Senator ProuTy. Mr. Martin made reference to statéments issued
by HEW recently. I'think they should be made a part of the record.

Mr. Marrin. I was referring to the statement made by Secretary
Finch and Under Secretary Veneman, Senator Prouty.

Senator Proury. That is what I was referring to.

Mr. MarTiN. I would like those made part of the record.

Senator Muskre. They will be made part of the re¢ord.

(See appendix 1,item 1, p. 647.)

Senator Musk1e. Please proceed.

STATEMENT OF MRS. MERRIAM

Mrs. Merr1am. Mr. Chairman, Senator Prouty, thank you very much
for the opportunity to discuss with your subcommittee some of the
issues involved in the health needs of the elderly and rising medical
costs.

1f I may, I would like to submit for the record a longer statement
that 1I intend to deliver orally as well as some supplementary ma-
terials. : :

I would like also to take the four questions that I have been asked
to talk about in a somewhat different order and start first with a brief
discussion of the health care expenditures for the aged.

We have a number of charts attached to this statement. The recent
increase in medical care prices, of course, is beyond dispute. The facts
speak for themselves.

Senator Muskie. Let me ask this. The inflationary impact upon the
cost of health care and medical care really has been greater than any
other item in the inflation, has it not ?

Mrs. Merriam. That is right. In the most recent figures for the 3-
year period ending May 1969, all consumer prices rose 13 percent and
prices for all medical care services 27 percent. Hospital daily service
charges rose 55 percent during that period. Physicians’ fees increased
22 percent. There are many reasons for this and I take it that that is
not a subject that you want to go into at this particular point.

Senator Muskie. I would like to defer it to the questioning.

Mrs. Merrianm. Thank you. '

Your task force has pointed out that aged persons as a group can
expect more illness and heavier medical bills. But for them as for
younger persons the burden falls unpredictably. Some will have no
need for care and some will have a tremendous amount.

The medicare program has brought a new kind of security to older
people with the knowledge that if they suffer serious illness a substan-
tial part of their medical costs will be taken care of by the health
insurance program. This is not to deny that there are uncovered ex- .
penditures but I think it is important to make the point that for the
heavy expenditures we have done a good bit through insurance and
have largely taken care of the situation.

Data are now available that assess the progress in medicare’s second
year in meeting its goal of reducing the financial burden on the aged
of the high costs of medical care. Most of the figures in the task force
report relate to the first year, fiscal 1967. Attached is a forthcoming
note which gives in some detail the experience in the second year when
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the program was really in full swing. I would like to give you just a
few highlights from that.

Personal health care expenditures from all sources amounted to
$46.7 billion in the fiscal year 1968. This is personal health care ex-
penditures for the entire population. About one-fourth of this total
was spent by or in behalf of the aged who made up only one-tenth of
the total population.

Averace MepicaL Bmi For Erperuy, $590 v 1968 - -

The average medical bill for each person aged 65 or over was $590
in fiscal year 1968 ; it was $195 for the person under age 65.

In the year before medicare, $7 out of $10 of the aged person’s medi-
cal bill had to be paid privately. Two years later only $3 out of every
$10 came from private funds and $7 from public.

In medicare’s second year, benefit payments under the program rep-
resented 45 percent of the personal health care expenditures of the
aged during the year.

Senator Muskie. Do you mind if I interrupt? I cannot resist asking
the reason for the statistic which you did not read, and that is the sec-
ond full paragraph on page 4.

Mrs. MerriaM. Yes.

Senator Muskie. Total personal health care expenditures were about
13 percent greater in the fiscal year 1968 than the amount spent in the
previous year. Nevertheless, for the aged these outlays rose 21 percent,
though they were only 10 percent higher for those under age 65.

I tl&ink the reason for that might well be given at this point in the
record.

Mrs. Merriam. I am sorry I did not read that, Senator. I was trying
to cut out figures.

Senator Musgie. I did not intend criticism in my questions but it
struck me and I thought I would like to ask the reason for that while
it was still in my mind.

Mrs. Merriam. First, the reason for the increase is partly the matter
of rising cost—inflation ; it is partly a matter of increasing population ;
it is partly a matter of increasing use of services.

We have in the attached material a chart which relates to the aged
rather than to the total population in which we estimate how much of
the total increase in expenditures from fiscal year 1966 to 1968 is due
to the fact that the same service now costs more. How much did the
total population increase and how much is increased use of services?

Now the reason that the outlays for the aged rose more than for the
rest of the population is primarily due to increased utilization. We do
know that as a result of medicare the aged persons have had more hos-
pital care; I think they have had more physicians’ care. You can look
at chart 1* to see what has been happening there. Of course the
number of older people has also increased.

S_enaétor Muskie. So those percentage comparisons are not per
capita®

Mrs. Merriam. No, this is for the aggregate. The medical expendi-
tures for fiscal year 1968 the population as a whole were up 13 percent

*Retained in committee files.
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over the previous year; for the aged 21 percent, largely because of in-
crease in utilization. At this point the aging population is no longer
increasing much more rapidly than the rest of the population.

Overall, medicare paid for about 45 percent of the personal health
care expenditures of the aged.

Medicare paid more than three-fifths of the aged’s hospital expendi-
tures, however, and about the same proportion of their physicians’
expenditures.

For personal health care services other than hospitals, physicians
and nursing homes—in other words, the uncovered services such as
dentists, private nurses, therapists, drugs, eyeglasses, and so forth—the
individual aged person still bears a large share of the cost burden.
Private outlays in fiscal year 1968 constituted 85 percent of the total
for these services and supplies. Now in this case 15 percent, a very
small amount, comes from medicare and other public programs.

One thing which I think is of some importance. Although medicare
and other public programs subsidize much of the high medical costs
of aged persons, the amount paid privately by the aged remains higher
per capita than for the nonaged—$176 for the aged and for the non-
aged—$153. The amount le%t over after all public benefits, or the
amount paid privately is still substantially greater for the elderly.

Now unless there are questions on that I will turn to the deductible
and coinsurance payments. '

The required payment of deductibles and coinsurance amounts in
the face of inflationary movements of medical prices clearly adds to
the problems encountered by the low-income aged person in paying
his own way.

Research 1s currently underway in the Social Security Administra-
tion that will be of special interest to the committee. Qur research
plans include a detailed analysis of the effects of the $50 deductible
and coinsurance. Since the beginning of the program, July 1, 1966,
we have obtained information on utilization and charges for medical
services from our current medicare survey, a continuing monthly
household survey of a sample of medical insurance enrollees.

Demographic and economic supplements have been added to our
basic questionnaire and we can identify the characteristics of persons
who never or seldom use services, and consequently do not meet the
deductible, as contrasted with persons who have higher rates of uti-
lization. We plan to relate medical care utilization to-income, educa-
tion, possession of health insurance other than medicare, size of house-
hold, welfare status, and source of payment for costs not covered by
medicare. We hope to have this information before the end of this
year.

We do know now that for calendar year 1967 about 14.8 million
aged persons used covered services under the medical insurance pro-
gram, part B. Obviously the deductible for the hospital care (part A)
1s of less significance than the deductible under part B. I am giving
figures for part B only.

Of about 15 million persons, a few had services that were free. Close
to 6 million persons did not meet the deductible; 8.6 million persons
incurred sufficient charges to meet the $50 deductible. For these per-
sons, average charges were $236, of which $159 was potentially reim-
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bursable by medicare and $77 had to be paid by the individual or some-
one on his behalf to meet the deductible and coinsurance amounts
that year.. N : '

Senator Muskie. The other conclusion that is rather obvious is that
6.2 million persons had charges that.were less than $50 and that that
is not reimbursed to any extent. S

Mrs. MerriaM. That is right. A'few: of those.had essentially free
care. For the close to 6 million who paid for their care, charges
averaged $20. - : I R

It 1s obvious that for the elderly with very low incomes, outlays
of this size, in addition to the premium payments, now $48 a year, will
be difficult to meet. As of June 30, 1968, medicaid was paying the
premium for about 1.6 million out of 18.8 million persons enrolled
under part B of medicare, as well as the deductible and coinsurance
amounts for many of the 1.6 million who used the services. The others
had to take care of themselves.

While the Department is concerned about the problems beneficiaries
may have, both with respect to understanding the workings of the
deductible and coinsurance provisions and with respect to meeting
their costs, we believe a good deal of further study of the provision
and consideration of alternatives are necessary before a recommenda-
tion to reduce or eliminate them could, responsibly, be made.

In its recent report, transmitted to the Congress on June 20, 1969,
the Social Security Administration’s Health Insurance Benefits Ad-
visory Council explored the present deductible and coinsurance pro-
visions but specifically concluded that no recommendation for change
should be made at the present time. They further recommended that
the statutory Advisory Council on Social Security, appointed this
May, study these provisions further.

* This Council, which is required by law to study all aspects of social
security, including, of course, medicare, will be thoroughly review-
ing the deductible and coinsurance provisions under the program.
It would clearly be premature, then, for the department to take a
position with regard to the reduction or elimination of these amounts
at this time, - ' o : :

Senator Muskie. May I ask you at this point whether you have
any preliminary estimatesonthecost? = S -

Mrs. Merriam. Yes, I have. I was just'wondering whether I am
spending too much time. ' ‘ o

Let me read the next paragraph. o c .

By way of background, I might mention that these cost-sharing pro-
visions under medicare were included in order to reduce costs, to help
minimize the number of small. claims and paper work, and to hel
discourage the unnecessary use of health services. The main consid-
eration, though, was cost. Elimination of the hospital insurance de-
ductible and coinsurance amounts would cost about 0.15 percent of
taxable payroll, while elimination of the cost-sharing provisions of
the medical insurance program would more than double the monthly
part B premium. It was thought that, with the program -paying for
the most serious costs of illness, most beneficiaries would be able to
budget for the cost-sharing provisions. -

The confusion many beneficiaries faced because of these features
has diminished markedly since the early months of the program—

‘



512

there is still enough of a problem in this area, however—and the finan-
cial difficulties these cost-sharing amounts may create for some of the
aged have been reduced to some extent by State title XIX (medicaid)
plans, which provide a method whereby those among the aged who
cannot meet these amounts may receive some help.n%Iowever, there
is still a problem in this area that is serious enough to warrant con-
sideration by the Advisory Council.

MepicARE REIMBURSEMENT FORMULAS

Referring to medicare’s reimbursement formula, with respect to
reimbursement for services under medicare, we have eliminated the
2-percent allowance (114 percent in the case of proprietary institu-
tions) paid above accounted-for costs that has heretofore been part
of the formula for reimbursing providers of services. Also, in consul-
tation with the American Hospital Association and other represent-
atives of providers, we are reexamining our entire reimbursement
process to assure that, with the elimination of the 2 percent, reimburse-
ment will be fair to all concerned. As part of such reexamination we
will be looking into any other possible changes that might derive
from the hearings on medicare administration %eing held by the Sen-
ate Finance Committee, ,

Further innovations in the medicare reimbursement formulas might
derive from the authority granted the Secretary of Health, Educa-
tion, and Welfare under section 402 of the Social Security Amend-
ments of 1967 to develop and engage in experiments with various
methods of reimbursement for services under medicare, medicaid, and
the maternal and child health programs. Such experiments are de-
signed to provide additional incentives for economy and efficiency in
the provision of health services while supporting high-quality services.

The extent of development of the specific proposals for experiments
that have been receiveg to date varies considerably. Most need refine-
ment of the measurement and evaluation aspects—especially with re-
spect to establishing reliable measurements of efficiency, economy, and
quality. Thus far, five experiments have been conditionally approved.
They have been proposed and will be conducted by :

1. Associated Hospital Service of New York (Blue Cross) which
is testing per diem target rates.

2. Connecticut Hospital Association which will establish depart-
mental target reimbursement rates.

3. Health Insurance Plan of Greater New York which is experi-
menting with capitation reimbursement for comprehensive services.

4. Hospital Cost Analysis Service of Maryland which is really do-
inga pre(itermination review of costs in Maryland.

5. Blue Cross of southern California which is looking into use of
productivity indices.

I might say, Mr. Chairman, one member of your expert group over
here serves on the committee which advises us on incentive experi-
ments. Dr. Axelrod knows a great deal about this,

Although several additional proposals are in various stages of de-
velopment, we believe that more flexibility is generally needed in the
authority to engage in incentive reimbursement experiments and re-
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lated demonstration projects and we have so recommended to the
Congréss. Broader legislative authority would permit a wider variety
of projects aimed at increasing the eﬁg,ciency of health care delivery.
It would also give greater assurance that we could negotiate for par-
ticipation in professionally acceptable projects aimed at fostering
more effective cost control methods. At present we have to wait for
people to come in to us.

Mr. Chairman, your subcommittee has contributed significantly to
a fuller understanding of the special problems of the aged. The in-
terests of the Subcommittee on Health in the health aspects of the
economics of aging has focused attention on the problem of rising
medical costs and their impact on the elderly. We are concerned with
these problems and are prepared to assist in any way we can on the
issues involved in obtaining for the aged a full share in abundance.

“Thank you. . }

Senator Muskre. I might say that your prepared statement and
all of your attached materials will be included in the hearing record.

STATEMENT BY IpA C. MERRIAM, ASSISTANT COMMISSIONER FOR RESEARCH AND
‘ STATISTICS, SOCIAL SECURITY ADMINISTRATION

Mr. Chairman, thank you very much for the opportunity to discuss with your
Committee some of the issues involved in the health needs of the elderly and
rising medical costs.

On April 29 and 30, 1969, Mr. Robert M. Ball, Commissioner of Social Security,
and several members of the staff of the Office of Research and Statistics, Social
Security Administration, appeared before your Committee to discuss the problems
and some of the issues involved in the economics of aging identified in the Com-
mittee’s Task Force report. The report identified as key factors income security
and an equitable shari